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Summary 


The overall outlook for the Brazilian economy in 1972 is 
excellent. GDP is expected to grow by over 10%, with 
production increases in the industrial and agricultural 
sectors estimated at 12% and 8% respectively. Large 

public and private investments underway or planned make 

the near term outlook for continued rapid growth promising. 
The rate of inflation declined, a notable achievement in an 
expanding economy. The balance of trade will continue in 
deficit even though exports are expected to increase an 
impressive +27.5%. Brazil continued to experience a large 
net capital inflow, adding about $750 million to its 
foreign exchange reserves in the first semester, Even 

the stock market recovered steam, with the Rio Stock 

Market Index jumping an anazing 80% in the last two weeks 
of August. 


The Brazilian economy presents good export and investment 
opportunities for U. S. business. With competitive financing 
available to them from Eximbank, U. S. suppliers should 

be able to increase their sales in the growing Brazilian 
Market. 








Current Economic Situation and Trends 
Boon Continues 


Brazil's economy continues to grow at an extraordinary pace. 
According to official estimates, Gross Domestic Product 

is expected £9 increase over 10% in 1972, reaching approximately 
$50 billion.—’ With large public investments underway and 
Brazil's record of economic success and stable political climate 
attracting private investment from both domestic and foreign 
sources, the outlook for maintaining the rising momentum of the 
economy is excellent. 


According to official mid-year projections, industrial 
production is expected to rise about 12% or slightly higher 
than last year's 11.4%. Based on first semester results, even 
this high projection appears conservative. Manufacturing 
production during the first six months of 1972 increased an 
excentional 147% £/ and equal or better results, based on a 
representative sample of the sector, are expected for the third 


quarter. Some of the industrial sectors with the highest 
growth rates during the first semester were: transportation 


equipment (25%); metallurgy, electrical material, machinery, 


and communications equipment (+18%); food, beverages and 
tobacco products (+18%); non-metallic minerals (+13%), and 
chemicals and petrochemicals (+13%). 


The forecast for agriculture in 1972 is excellent, with 


a projected overall growth rate of 8%, crop production 
(including coffee) up approximately 11%, and animal production 
increasing around 5%. Excluding coffee, which has had a very 


volatile production record (+120% growth in 1971 and no 


significant growth expected in 1972), crop production will be 
approximately 13% above last year's poor harvest (-2.4% below 
1970). Especially good gains are projected for soybeans 


(440%), rice (+25% over poor 1971 crop), cotton (+15%), 
sugar cane (+10%), and peanuts (+10%). 


A frost in July damaged coffee trees in Parana and is 


1/ Calculated using estimated average exchange rate 


of US$1.00 - CRS5.96 


2/ Source: IBGE 


expected to reduce Parana's 1973/1974 coffee production by 
about four million bags, decreasing projections for Brazil's 
total production next year to around 20 million bags. Good 
rains following the frost are expected to lessen the damage 
to the coffee trees and will have a favorable impact on other 
crops as well, With higher coffee prices brought about by 
the frost, increased support prices for such crops as cotton, 
soybeans, and manioc, and generally favorable climatic 
conditions, trade sources are optimistic about the outlook 
for agriculture in 1973, 


High Level of Investment Projected 


A good indicator of the tempo of industrial investment is 
the amount of investment benefitting from fiscal incentives 
administered by the Industrial Development Council (CDI). 
During the first six months of 1972, the CDI approved 
incentives for investments totalling about $1 billion, 
substantially more than the $758 million in investments 
approved in all of 1971. The main beneficiary of the CDI's 
fiscal incentives was the steel industry, which alone 
ccounted for about $700 million of the total. Since one of 


the principal incentives granted by the CDI is exemption 
from customs duties on imported machinery and equipment 
without national similars (i.e. similar to machinery and 
equipment manufactured locally), it is likely that machinery 


imports will continue at a high level over the next year, 


On August 28, the GOB passed Decree Law 1,236 providing 
additional incentives for investment in export-oriented 


industries, Under this Decree Law, whole factories may be 


imported without payment of import duties if the production 
of these factories is destined primarily for export. Since 
the exemptions avply to machinery which is used and/or 
similar to machinery produced locally, the GOB will take care 


to ensure that the machinery is not obsolete and that the 
investment will complement rather than replace export 

opportunities available to Brazilian industry. There are 
reportedly numerous projects which may benefit immediately 


from this legislation, 








General investment goals for the 1972-1974 period ar2 given 
in the Government's First National Plan for Economic and 
Social Development. Priority sectors are: education 

($5.2 billion), agriculture ($2.6 billion), housing ($2.9 
billion), and health-sanitation ($2.5 billion), all areas of high 
social import. Projected investments in infra-structure 
include $4,1 billion for energy (chiefly electric power), 
$3.4 billion for transportation (over half for highways), and 
$500 million for communications, In the area of industrial 
development, public and private expenditures are expected to 
reach $5.1 billion, including $1.3 billion in the mechanical 
and electrical industries, $1.2 billion for steel, and 

$900 million for chemicals and vetrochemicals. 


Progress Made in Reducing Inflation 


The Brazilian Government is making excellent progress toward, ; 
achieving its goal of reducing the rate of inflation to 15%.- 
in 1972 and is vrojecting a further reduction to 13% by the 
end of 1973, a particularly notable achievement in an economy 
growing as fast as Brazil's. During the first half year, the 
following improvements were rezistered in the principal price 
indices: 


Jan-June Jan-June 

1972 1971 
General Prices (domestic) 6.352 11.52% 
Cost of living in Guanabara 8.0% 9.3% 
Cost of living in Sado Paulo 9.1% 13.6% 


Among the factors responsible for the deceleration in inflation 
are: 


1) Food prices, which receive considerable weight in the 
price indices, declined as a result of the excellent agricultural 
harvest this year, as well as the elimination of the Industrial 
Products Tax (IPI) of between 4%-10% on certain processed foods; 


2) The GOB limited price increases to 15% for such basic, 
government-controlled industries as petroleum, steel, energy 
and communications; 


1/ The Gop generally uses the Guanabara oost of living index 
for its inflation goals and achievements, 


3) The Inter-ministerial Price Council (CIP) reportedly 
adopted stricter guidelines in approving requests for price 
increases from industry; 


4) The money supply increased only 11.0%,down from the 
12.7% experienced during the same period in 1971. Among the 
measures responsible for the deceleration in money supply 
expansion were: 


a) The GOB's January-June fiscal exercise resulted in 
a surplus of CR 1.65 billion, with expenditures of 
CR 15.6 billion (+23,6% in constant terms) more than 
offset by revenues of CR 17.3 billion (an astonishing 
+36.1% in constant terms); 


b) open market operations, principally in the form of the 
sale of Treasury bills; 


c) the Central Bank's action extending the minimum term 
for foreign loans entering Brazil to six years, was 
passed to restrain the inflow of foreign capital and it 
expansionary impact on domestic money supply, as well 
as to extend the maturity of Brazil's foreign debt; 


5) The Central Bank reduced the ceilings on the nominal 
rates which commercial banks can charge on production and 
maxketing loans from 1.6% per month to 1.4% on loans up to 
60 days and from 1.8% per month to 1.6% on loans over 60 days. 
Although compensatory balances and service charges may offset 
some of the decrease in interest revenue, the lower profits 
registered by commercial banks in the first semester may 
indicate that the Central Bank interest rate ceilings are 
having an impact on the cost of money, In Brazil, where 
financing charges are a najor cost of production and marketing, 
lowering the cost of money is an effective anti-in‘lationary 
measure, 
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Brazil's merchandise balance of trade is expected to 

continue in deficit. Including net transfers abroad for 
services and remittances of interest and dividends, the 

current account deficit in 1972 is expected again to total 

over $1 billion. This large deficit will be more than offset 

by a large net capital inflow, which may exceed $2 billion. 
Brazil's foreign reserves continued to rise sharply during 

the first semester, increasing from approximately $1.75-* billion 
at the beginning of 1972 to around $2.5 billion by mid-year. 


Exports are soaring and could total $3.7 billion by year end, 
up an impressive 27.5% over last year, Sugar exports, 
benefitting from high prices and shortage on the world market, 
will more than double, increasing from $150 million in 1971 

to between $350-490 million this year. Green coffee exports, 
also receiving windfall benefits from price increases 
resulting from freeze damaze to coffee trees in Parana, ar2 
expected to exceed $1 billion, up an estimated $150-200 
million over 1971. Exports of manufactured products have 
continued to respond favorably to fiscal incentives and, if 
the buoyant trend in the first half yeaz continues (plus 39%), 
will exceed $1 billion and may overtake green coffee as Brazil's 
main source of export earnings. 


Imports have also been increasing at a ravid pace and are 
expected to reach $3.9 billion (FO6) or possibly more in 1972, 

a rise of 20%. Product categories with highest estimated 
increases during the first semester were: machinery and 
equipment (+41.3%); chemicals (+32.5%); and petroleum (+31.6%) - 
products which Brazilian industry needs to sustain a high rate 
of growth. 


Stock Market Appears to be Recovering Steam 


Reversing the sluggish decline over the past year, the Rio 
stock market showed renewed life during the last two weeks 
of August, with the Rio Stock Market Index (BVRJ) rising an 
amazing 80% during this period. The BVRJ index is still low 
at the 2700 level, approximately 45% (even lower if inflation 


is taken into account) below the peak of 5236 reached on 
June 15, 1971. With many stocks still selling at attractive 
price/earnings ratios, an excellent economic outlook, and 
government measures to strengthen the market, many stock 
analysts are bullish. Among the government measures 
announced are: 


1) Tax payers in the lower income tax brackets are now 
allowed to deduct up to 24% (formerly 12%) of their income 
tax liabilities to invest in the stock market; 


2) Funds from the Program of Social Integration (PIS) 
have been channeled to a limited extent into the stock 
market; 


3) A Capital Market Development Fund (FUMCAP) of 
approximately $50 million is expected to be established soon 
to provide financing and incentives to investment bankers to 
make "firm offer" underwritings of new issues, as well as 
long term corporate debenture wnderwritings, 


Implications for the U. S. 


Brazil's booming economy and stable political climate continue 
to present favorable conditions for further expansion of U.S. 
exports to and investment in Brazil, As Brazil's principal 
supplier (32.5% share of imports ( (CIF) in 1970) and source 

of foreign investment (48% share of foreign investment 
registered with Central Bank in 1969) the United States has 

an important stake in the Brazilian economy. U.S. trade 
statistics show that U. S. exports to 83razil totaled $966 million 
(FOB) in 1971, an increase of 14.9% over 1970. U.S. direct 
investment in Brazil rose an estimated $209 million in 1971, 
bringing total U. S. investment in Brazil to around $ 2 billion 
(book value). 


With favorable Eximbank financing available to them, U.S. 
suppliers are in an excellent position to win contracts to 
supply a good share of the machinery, equipment and raw 
materials needed to meet Brazil's ambitious investment and 
production goals. During the January-June period, Eximbank 











authorized loans which, if fully utilized, would cover 
approximately $600 nillion of exports of U.S. machinery and 
equipment for a wide range of investments -e.g. steel, electric 
power, transportation (automotive industry, airport, aircraft, 
subway), vetroleum, chemicals, Eximbank also has large out- 
standing credits with Brazilian investment and development 
banks under its Cooperative Financing Facility (CFF) and 
Relending Facility (RF) programs aimed at increasing U. S. 
exports of good and services to small and medium size firms 

in Brazil. U.S. exporters may obtain detailed information 
regarding these programs directly from the Eximbank in 
Washington. 


U.S, suppliers may also compete for contracts to supply 
goods and services for projects financed by the World Bank 
(IBRD) or the Interamerican Development Bank (IDB). In 
Brazil, the IBRD authorized about $440 million in financing 
in FY 1972 (steel, highways, iron ore, hydro-electric power) 
and the ID3's tentative lending program for CY 1972 (steel, 
petro-chemicals, highways, agriculture, irrigation, power) 
is between $220-250 million. U.S. suppliers may obtain 
information on existing tenders for goods and services for 
projects in Brazil financed by the IBRD and IDB either from 
the institutions themselves or from the U.S. Department of 
Commerce. 


U.S. companies interested in investing in Brazil may also 
wish to explore the insurance and financial prograns of 

the Overseas Private Investment Corporation (OPIC), a 

U.S, Government corporation which provides assistance to 
U.S. private investment contributing to economic and social 
progress in less developed countries. 
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